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January 9, 2008

Honorable Alfred W. Gross, Chairman
Financial Condition (E) Committee, NAIC
Virginia Bureau of Insurance

State Corporation Commission

1300 East Main Street

Richmond, Virginia 23218

Honorable Merle D. Scheiber
Secretary, Midwestern Zone NAIC
South Dakota Division of Insurance
Dept. of Revenue and Regulation
445 East Capital Avenue, 1st Floor
Pierre, South Dakota 57501

Honorable Steven M. Goldman
Secretary, Northeastern Zone NAIC

New Jersey Dept. of Banking and Insurance

20 West State — CN 325
Trenton, New Jersey 08625

Commissioner:

Honorable Julie McPeak
Secretary, Southeastern Zone NAIC
Kentucky Office of Insurance
215 West Main Street
Frankfort, Kentucky 40601

Honorable Kent Michie
Secretary, Westemne NAIC
Utah Departnadribsurance
3110 State OBicitding
Salt Lake Gityah 84114

In compliance with your instructions and pursuaninsurance Laws and Rules of the State
of New Jersey, a comprehensive risk focused examinhas been made of the books,

records and financial condition of

Pruco Life Insurance Company of New Jersey
213 Washington Street
Newark, NJ 07102

Hereinafter referred to as the “Company” or “PLNJhe following examination report as to
the condition of the Pruco Life Insurance Compahew Jersey is respectfully submitted.



SCOPE OF THE EXAMINATION

The New Jersey Department of Banking and Insuraheeginafter referred to as the
“NJDOBI” or “We”, have performed a full scope coardted multi-state risk focused

examination of PLNJ, in addition to an examinatminPrudential Insurance Company of
America, the Company’s upstream parent. The Cdimutdnsurance Department and the
Arizona Department of Insurance participated is #twamination. The last examination was
completed as of December 31, 2001. This examinatmers the period of January 1, 2002
through December 31, 2006, including any materahdactions and/or events occurring
subsequent to the examination date and noted duinmgourse of the examination. The
principal portion of the examination was conducidhe Company’s statutory home office
in Newark, New Jersey.

The current examination was conducted concurretit thie examinations of its affiliates,
The Prudential Insurance Company of America (“PIEAewark, New Jersey, Pruco Life
Insurance Company (“PLAZ”), Phoenix, Arizona, Anovam Skandia Life Assurance
Corporation, Shelton, Connecticut, and Prudenti@tirBment Insurance and Annuity
Company, Hartford, Connecticut.

We conducted our examination in accordance with 2007 edition of the National
Association of Insurance Commissioners (“NAIC”) &icial Condition Examiners
Handbook (the “NAIC Handbook”). The NAIC Handboddquires that we plan and perform
the examination to evaluate the financial conditaamd identify prospective risks of the
Company. In order to meet these objectives, we imdda information regarding the
Company’s corporate governance environment, idedtiénd assessed inherent risks within
the Company and evaluated the Company’s systemterfnal controls and procedures used
to mitigate those risks identified. The examinataso included assessing the principles used
and significant estimates made by management, #sas@valuating the overall financial
statement presentation, management’'s compliande Stétutory Accounting Principles and
annual statement instructions when applicable toeftic state regulations.

According to the NAIC Handbook, “One of the incredsbenefits of the enhanced risk-
focused approach is to include ...consideration béothan financial risks that could impact
the insurer’s future solvency. By utilizing thehamced approach, the examiner will be
reviewing the “financial” and “enterprise” risksathexisted at the examination “as of” date
and “prospective” risks which are anticipated fiseaor extend past the point of examination
completion. Using this approach, examiners will Ibetter positioned to make
recommendations for appropriate future supervigolans (i.e., earlier statutory exams,
limited-scope exams, key areas for financial analye monitor, etc.) for each insurer.” The
Company has adopted the Enterprise Risk ManageffleRM”) framework for proactively
addressing and mitigating risks, including prospecbusiness risks” The Company’s
Corporate Governance was found to be effectivetribariing to its entity level (or
monitoring level) controls, including prospectiusks. Refer to the “Corporate Governance”
section below for more detailed information.

PricewaterhouseCoopers, LLP (“PwC”) was retainedhgyCompany to audit its statutory
based financial statements as of December 31, 2806vell as all prior years under
examination. In addition to the statutory basethricial statements, PwC audited the
Company’s financial statements in accordance wittoanting principles generally accepted
in the United States (“US GAAP”). PWC also issuegorts for all years under examination
in relation to the parent company’s financial rejpgy controls as part of its Sarbanes/Oxley
reporting. They concluded that the statutory finanstatements presented fairly in all



material respects, the financial position of ther(pany at the indicated audit dates and that
controls over financial reporting were designed apeérating effectively. Where available,
the examiners relied upon the work performed byinkdependent accountants as prescribed
by the NAIC Handbook.

The Company has established an Internal Audit Depart (“IAD”) function, which is
independent of management, to serve the Audit Ceéteenof the Board of Directors (“the
Audit Committee”, which is comprised entirely oftesnal directors). IAD also assists all
levels of management by reviewing and testing frenand operational controls and
processes established by management to ensure ignogplwith laws, regulations, and
company policy. The scope of the Internal Audibgram is coordinated with the
Company’s independent accountants to ensure adegaaerage and maximum efficiency.
Each year, a comprehensive risk-based joint aldlit is prepared and presented to the Audit
Committee and to senior management.

During the course of this examination, consideratwas given to the significance and
impact of certain IAD findings. To the extent pibés, the examiners relied upon the work
performed by the IAD as prescribed by the NAIC Haowk.

All accounts and activities of the Company were sidered in accordance with the risk
focused examination process. The examination tepty addresses regulatory information
revealed by the examination process that requisedodure in accordance with the NAIC
Handbook. All other financial matters were reviemand determined not to be material for
discussion in this report.

COMPLIANCE WITH PRIOR EXAMINATION RECOMMENDATIONS

In the prior examination report as of December 3101, the following recommendations
were made:

1. Itis recommended that the minutes reflect that®bard of Directors received and
reviewed the report on examination.

The Company has complied with this recommendation.

2. ltis recommended that Prudential or PFI enter ant@agreement to indemnify the
Company for the $25,000,000 deductible.

The Company has complied with this recommendatipaliiaining its own
fidelity bond coverage instead of entering intcagneement for PICA or PFI
to indemnify them. See the “FIDELITY BOND AND OTHEIRSURANCE
COVERAGE" section below for more information.

COMPANY HISTORY

General Overview

The Company was incorporated as PruLife Insurammragany of New Jersey on September
17, 1982. The Certificate of Incorporation of @B®mpany was recorded in the Essex
County Clerk's Office on October 15, 1982, approligdhe Commissioner of Insurance of
the State of New Jersey and filed with the Depantro@ October 18, 1982. This Certificate




was amended on November 22, 1982, and the Compasy renamed to Pruco Life
Insurance Company of New Jersey. The amendedficaei was approved by the
Commissioner and filed with the Department on Deoen3, 1982.

The Prudential Insurance Company of America (“PICAurchased all of the Company's
authorized voting stock on original issue in Decemth982. In September 1983, PICA
contributed the Company’s stock to Pruco Life lasiwe Company, an Arizona domiciled
wholly-owned subsidiary.

The Company is authorized to transact the kindsusiness described in N.J.SIA8: 17-3,
4,5 and 178: 28- 1 et seg.

Article 5 of the Certificate of Incorporation ofeahiCompany was amended on March 11,
1983 to increase the capital stock from $1,500160%2,000,000 divided into 400,000 shares
of common stock with each share having a par vafi$5.

The Company is licensed in two states, New JersdyNew York, and writes business in
both jurisdictions as well as a very small amountother jurisdictions including: Guam,
Puerto Rico, U.S. Virgin Islands and Canada.

PLNJ markets individual life, variable life, ternfel variable annuities and fixed annuities
through Prudential's sales force in New JerseyNead York. Products currently offered by
PLNJ include Variable Appreciable Life, Appreciablgfe, Variable Life Insurance,
PruSelect, PruVider, Discovery Select, Discoverfg IRlus, Discovery Choice and Charity
Plus. The company acts as the New York marketing af these products for state
regulatory purposes.

Administration and management of PLNJ is integratetd Prudential's operations and
management structure, and as such PLNJ is condi@destrategic subsidiary of Prudential.
PLNJ does not utilize MGA’s and/or TPA’s nor isatproducer-controlled insurer. The
company is a member of the Prudential holding camsgstem but is not a participant in a
pooling agreement.

Capital Stock
As of December 31, 2006, the outstanding commonokstomounted to $2,000,000 and

consisted of 400,000 shares having a par valuesgbe$ share. PLNJ is a direct, wholly
owned subsidiary of Pruco Life Insurance Compamrito”) which, in turn, is a direct and
wholly owned subsidiary of The Prudential Insura@empany of America (“PICA”). The
Prudential Holdings LLC, a wholly owned subsidiasy PFIl, owns 100% of PICA’s
outstanding capital stock.

Dividendsto Stockholders

New Jersey insurance law provides that, excephéndase of extraordinary dividends or
distributions, all dividends or distributions pai¢ the Company may be declared or paid
only from unassigned surplus, as determined putdoastatutory accounting principles, less
unrealized investment gains and revaluation oftasse

In addition, the Company must obtain approval friven NJDOBI prior to paying a dividend
if the dividend, together with other dividends astdbutions made within the preceding
twelve months, would exceed the specified statulionit. The current statutory limitation
applicable to New Jersey life insurers generallyhis greater of 10% of the prior calendar
year’'s statutory surplus or the prior calendar ‘geatatutory net gain from operations

4



excluding realized investment gains and lossesedas the 2006 earnings, there is no
capacity to pay a dividend without prior approvan the NJDOBI in 2007. There were no
dividends to stockholders declared or unpaid dutiggexamination period.

Surplus Debentures
The Company did not have any outstanding surpltssmuring the examination period.

Acquisitions, Mergers Disposals Dissolutions, and Purchases or Sales through
Reinsurance

The Company did not have any Acquisitions, Mergddssposals, Dissolutions, and
Purchases or Sales through Reinsurahweng the examination period.

MANAGEMENT AND CONTROL

The By-laws state that the Board of Directors shale not less than five or more than
fifteen members. N.J.S.A7:27A — 4(d) requires that no less than one-tbirthe directors
be directors who are not officers or employeesefdorporation or of any entity controlling,
controlled by or under common control with the arggion and who are not beneficial
owners of a controlling interest in the voting séaes of the corporation or any such entity
(“Outside Directors”). The Company was found tameompliance with this statute.

The directors and officers of the Company as okttemination date were as follows:

Directors Principal Occupation

James J. Avery, Jr. Senior Vice President, Theéhtal Insurance Company of
Amexic

Bernard J. Jacob Senior Vice President and TregdRirudential Financial, Inc.,

Senior Vice President and Treasurer, The Ptiaden
Insurance Company of America

Helen M. Galt Senior Vice President and Compantyay, Prudential
Financial, Inc., Senior Vice President and CampActuary,
The Prudential Insurance Company of America

Ronald P. Joelson Senior Vice President, Assdiilittaand Risk Management,
Prudential Financial, Inc. & Senior Vice Presitl The
Prudential Insurance Company of America

David R. Odenath, Jr Senior Vice President, Thal@ntial Insurance Company of
America
Scott D. Kaplan Vice President, Financial Managetn€&he Prudential

Insurance Company of America



Officers Title

Scott D. Kaplan President

Bernard J. Jacob Treasurer

Thomas C. Castano Chief Legal Counsel & Segretar

Hwei-Chung Shao Senior Vice President & Chiefuary

Tucker Marr Vice President, Chief Accounting iOéf &
Chief Financial Officer

Richard R. Benn Vice President & Comptroller

Kent Sluyter Senior Vice President

Kenneth S. Solon Senior Vice President

James M. O’'Connor Senior Vice President

The Board of Directors has appointed an Executiom@ittee, which consists of three of the
current directors, with the remaining directorgjidélie to serve on the committee if one of the
regular committee members is unavailable. The mesniserving on the Executive
Committee as of December 31, 2006 were as follows:

Executive Committee
James J. Avery, Jr.
Bernard Jacob

David R. Odenath, Jr.

Conflict of Interest Procedures

The Company has an ethics policy which providedd@uie to directors, officers and
employees about their obligation and responsibtiityconduct business in a manner that
maintains the trust and respect of fellow employemsstomers, shareholders, business
colleagues, and the general public. The policyides guidelines for the following ethical
dilemma and/or conflicts of interests:

Confidentiality e Relationships with Suppliers

Inside Information e Family Member Business with Prudential
Prudential Insider Trading Rules Gifts / Entertainment

Involvement in Outside Business Political Contributions and Activities
Financial Transactions e Laws and Regulations

Fair Competition

In addition, the policy requires members of the Blo@and associates at or above the level of
Senior Vice President (or its equivalent) to obt#proval from the Board’'s Business Ethic
Committee for any potential conflicts of interest.

Each year, the Company requires its directorsc@fsi and key employees to sign a conflict
of interest questionnaire and to divulge any padébnflicts of interest that could have an

impact on the way they conduct the Company’s bgsineThe Company has established a
Business Ethics Committee whose primary purpose @ersee, on behalf of the Board, the
ethics statement and conflict of interest poli@éshe Company with respect to matters that
relate to the Company and its subsidiaries. Aenewf the minutes of the Business Ethics
Committee meetings indicated that conflicts of ieg¢ were being reported as instructed and
were being reviewed and approved by the BusindissEECommittee as required.



Corporate Governance

The Company has adopted the Enterprise Risk ManagerfERM”) framework for
proactively addressing and mitigating risks, inahgdprospective business risksExhibit M

of the NAIC Handbook was utilized as guidance fasessing corporate governance.
Overall, it was determined that the Company’s coaf@governance structure is strong and
its corporate governance framework sets an apm@epritone at the top”, supports a
proactive approach to operational risk manageneemt,contributes to an effective system of
internal control. It was found that the Board dmy executives encourage integrity and
ethical behavior throughout the Company and semianagement promotes a corporate
culture that acknowledges, understands, and mastai effective control environment.

Management has a strong and effective approactietatiying and mitigating risks across
the Company, including prospective business riskise Company deals proactively with its
areas of risk and is knowledgeable about mitigasivategies. Through risk committees and
other measures, management discusses the sighifgsares and reacts to changes in the
environment with a clear commitment to address fators and manage the business
accordingly. The Company's overall risk managenmuicess is well-defined and takes a
proactive approach to identifying, tracking, andaldey with current significant and
emerging risk factors.

The Company established the Internal Audit Depamtm@AD”) function, which is
independent of management, to serve the Audit Coteenof the Board of Directors (“the
Audit Committee”, which is comprised entirely oftesnal directors). IAD also assists all
levels of management by reviewing and testing fr@nand operational controls and
processes established by management to ensure ignogplwith laws, regulations, and
company policy. The scope of the Internal Audibgram is coordinated with the
Company’s independent accountants to ensure adegaaerage and maximum efficiency.
Each year, a comprehensive risk-based joint aldlit is prepared and presented to the Audit
Committee and to senior management.

During the course of this examination, consideratwas given to the significance and
impact of certain IAD findings. To the extent pibés, the examiners relied upon the work
performed by the IAD as prescribed by the NAIC Haowk.

CORPORATE RECORDS

A review was made of the Board minutes and committ@nutes for the period of
examination. This examination determined that éhasnutes adequately approve and
support the Company’s transactions and events.in@uhe review of these minutes, the
examiner was able to determine that the Compangcidirs had reviewed the prior
examination report.

PARENT, SUBSIDIARIESAND AFFILIATES

The Company is a member of an insurance compardirgosystem as defined in N.J.S.A.
17:27A-1 et seq. Accordingly, the Company hassteged with the State of New Jersey
under the registration filed as required under®AL. 17:27A-3.



The following abridged organizational chart at Deber 31, 2006 identifies the domestic
and foreign insurance companies within the orgaioimaThe companies under examination
are in bold italics below.

Prudential Financial, Inc. (non-insuredltimate parent)
- Pruco Reinsurance Ltd. (foreign insurer)
- Prudential Holdings, LLC (non-insurer)
-- The Prudential Insurance Company of America (insurer)
--- Pruco Life I nsurance Company (insurer)
---- Pruco Life Insurance Company of New Jersey (insurer)
--- Prudential Arizona Reinsurance Captive Conyp@&aptive reinsurer)
--- Prudential Retirement I nsurance and Annuity Company (insurer)
--- Universal Prudential Arizona Reinsurance @amny (captive reinsurer)
- Prudential International Insurance Holdings, it@d (non-insurer)
-- Pruservicos Partipacoes, S.A. (foreign norHies
---Prudential-Bradesco Seguros, S.A. (foreigurer)
-- Prudential Life Insurance Company of Taiwaa. Ifioreign insurer)
-- Prudential Seguros, S.A. (foreign insurer)
-- Pramerica Towarzystow Ubezpieczen Spolka Alec(foreign insurer)
-- Pramerica Life S.p.A. (foreign insurer)
-- The Prudential Life Insurance Company of Keiamited (foreign insurer)
-- The Prudential Life Insurance Company, Ltdréign insurer)
- Prudential International Investments Corporaieon-insurer)
--Prudential Seguros Mexico, S.A. (foreign insyure
- Prudential Japan Holdings Inc. (non-insurer)
-- The Gilbraltar Life Insurance Company, Ltdbréign insurer)
---Kyoei do Brasil Companhia de Seguros (foreiggurer)
- Prudential Annuities Holding Company, Inc. (nosurer)
-- American Skandia Life Assurance Corporation (insurer)
- Vantage Casualty Insurance Company (insurer)

As of December 31, 2006, the Company reported atsoaneivable from parents,
subsidiaries and affiliates of $10,300,000 and am®payable to parents, subsidiaries and
affiliates of $3,200,000. Intercompany balancessatded in cash, generally within thirty
days of the respective reporting date.

| nter company Agreements

The Company is a party to numerous intercompangeagents with PFI and other affiliates
involving the following activities: administrativeervices, tax allocation, and reinsurance.
The most significant of those agreements are nodéuiv:

PFI and the Company operate under service and &gsements, whereby services of the
officers and employees, supplies and use of equipara office space are provided by PFI.
PFI periodically reviews its methods for determgitne level of administrative expenses
charged to the Company. These agreements obligat€ampany to reimburse PFI for the
approximate cost of providing such services.

The Tax Allocation Agreement is effective for thensolidated federal income tax return
year beginning January 1, 2001 between PFI and eads subsidiaries included in the
affiliated group. A method has been establishedlltxcate the consolidated federal income
tax liability of the group among its members; tonmeurse PFI for payment of such tax
liability; to compensate any member for use oinigs operating loss, net capital loss, or tax



credits in arriving at such tax liability; and toopide for the allocation and payment of any
refund arising from a carryback of net operatingsks or tax credits from subsequent tax
years.

Debt Agreements

The Company has an agreement with Prudential FgndicC, a wholly owned subsidiary
of PICA, which allows it to borrow funds for worlgrcapital and liquidity needs. The
borrowing under this agreement is limited to $100,000. The Company had the following
outstanding affiliated debt as of December 31, 2006

Y ear Kind of Carrying Rate of
Affiliate Issued Borrowing Value Interest
Prudential Funding LLC Various Cash $25,348,196 5.32%

The outstanding Prudential Funding LLC affiliatedbt balance above is scheduled for
repayment in 2007.

Other Transactions
The counterparty for the majority of all derivatifreancial instruments is an affiliate of the
Company, Prudential Global Funding, LLC.

During 2006, the Company sold two Corporate Own#e Insurance (“COLI") policies to
PICA. The cash surrender value included in sepasatounts was $470,000,000 at
December 31, 2006. Fees related to the COLI psligiere $5,000,000 for the year ending
December 31, 2006.

In accordance with a revenue sharing agreement Rvitidlential Investments LLC, which
began on February 1, 2002, the Company receivesnteene from policyholder account
balances invested in the Prudential Series Funkesel revenues are recorded as “Income
from separate accounts investment management feedhe Statutory Statements of
Operations and Changes in Capital and Surplus.eThsx no asset management expenses
charged under the agreement.

During the examination period, the Company entefetb numerous intercompany

reinsurance agreements with its subsidiaries dfilchizfs. See the “Reinsurance” section of
this report for additional detail related to thesgeements.

FIDELITY BOND AND OTHER INSURANCE COVERAGE

The Company had the following fidelity bond coverag effect at December 31, 2006:

e Fidelity Coverage — The fidelity bond includes agie loss limit of liability of
$5,000,000 and a single loss deductible of $100,080 occurrence. This includes
coverage for losses resulting from employee andtadishonesty, on premises and in
transit.

Other Insurance Coverages:



Master Property Program $600,000,000 aggregate limits, coverage forredll and
personal property owned, leased, or intended fey, uxluding property of others in
custody and for which Prudential is liable.

Commercial General Liability limits of liability of $2,000,000 per occurrenegth a
$2,000,000 self insured retention, coverage foroglerations, properties (owned or
leased) products, etc. bodily injury and or propedmage liability; and personal injury
and advertising injury liability.

Automobile Liability - limits of liability of $5,000,000 per occurrencgl,000,000 self-
insured retention, coverage for all Company-ownel@ased motor vehicles.

Excess Liability- limits up to $200,000,000 per occurrence exadgsimary, provides
coverage in excess of primary liability insurance.

Directors & Officers Liability- limits of liability of $250,000,000 aggregatetivia loss
deductible of $150,000,000, reimbursement covetaghe Company for loss for which
indemnification is afforded directors and officéos claims arising from actual or alleged
wrongful acts.

PENSION, STOCK OWNERSHIP AND INSURANCE PLANS

The Company has no employees and all employeeedelsgrvices are provided by PFI
through service agreements. As all employees wgr&imthe Company are PFIl, PLNJ does

not have any welfare or pension plans.

The Company is licensed and writes business in Mewk and New Jersey as well as Guam,
Puerto Rico, U.S. Virgin Islands and Canada.

STATUTORY DEPOSITS

deposits with the following jurisdiction.

Thlen@any is maintaining statutory

Book/Adjusted
Jurisdiction Description of Deposit Carrying Value Fair Value
New Jersey US Treasury Notes $453,407 $455,757
Totals $453,407 $455,757

INSURANCE PRODUCTS AND RELATED PRACTICES

Territory and Plan of Operations

The Company is licensed to transact business irSthges of New Jersey and New York as
well as Guam, Puerto Rico, U.S. Virgin Islands abanada.
operates within the individual life and individuahnuity segments of the U.S. Consumer
Division of Prudential and markets individual unis&! life insurance, variable universal life
insurance, and term life insurance, individual alale and fixed annuities and guaranteed

investment contracts. Many of the Company's preslyecovide for general and separate

account options.
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In general, investment income, investment gainslasses, and overall investment risk are
borne by the policyholder for Separate Accountsifoptions. Exceptions to this relate to
the accounting and reporting of funds investednsn RPACE GIC contracts and the market
value adjustment (“MVA”) options of several otheogucts. Investments related to GICs
and to MVA options are reported in the Separate ofots, but the contractholders
technically do not participate in the investmeningar losses from the assets relating to the
account and the related investments are carriathattized value.

Individual life business is produced primarily tbgh two main distribution channels; retail
distributors (represented by Prudential career @¢myencies) and wholesale or independent
agents (relationships with independent brokersiathependent brokerage general agents are
maintained by employees through Prudential Sele&t)nuities issued by the Company are
distributed by Prudential Investment Managementi€es LLC (“PIMS”). PIMS enters into
distribution agreements with independent brokerdetsanational wirehouses and regional
securities firms. Annuity products are also soldotigh Prudential’s retail distribution
channel and through the financial advisors of Wa@h&ecurities, a joint-venture in which
PFI has a 38% ownership interest.

As of December 31, 2006 there were approximatéi@2 active agents/representatives in the
Prudential field force. This represents a decréase prior periods, as PFI continues to seek
to improve the productivity and professionalisnmitsfsales force through the implementation
of new production standards and recruiting anchitngi processes.

Treatment of Policyholders
The Company maintained a complete record of allplamts that it received since the date
of the prior examination, as required by N.J.$7A29-4(10).

REINSURANCE

The Company participates in reinsurance with atliand unaffiliated companies in order to
provide greater diversification of business, prevatiditional capacity for future growth and
limit the maximum net loss potential arising frorarde risks. Life reinsurance is
accomplished through various plans of reinsurapcenarily yearly renewable terms and
conditions.

Since 2000, the Company has reinsured the majoritiye mortality risk it assumes under its
newly sold individual life insurance products withth affiliated and unaffiliated companies.
As of the end of 2006, all reinsurance arrangememste with affiliated companies and the
maximum amount of individual life insurance the Gmany may retain on any life is
$100,000.

In September 2004, the Company entered into areagret to reinsure its term life policies
with an affiliate, Prudential Arizona Reinsurancep@ive Company (“PARCC”). The
Company reinsures with PARCC, 90% of the risks ursdeh policies through an automatic
and facultative coinsurance agreement. The newsuooamce agreement with PARCC also
replaces the yearly renewable term agreement wittreal reinsurers to cede the mortality
risk on this block of business. As of December 2206, premium, benefits and reserves
ceded were $86,095,000, $23,394,000 and $434,434€8pectively.
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In December 2004, the Company recaptured its exgleksss reinsurance agreement with
PICA and replaced it with a revised agreement iostee all risks, not otherwise reinsured.
The Company is not relieved of its primary obligatto the policyholder as a result of these
reinsurance transactions. As of December 31, 2p8nium, benefits and reserves ceded
were $29,946,000, $27,912,000 and zero, respegtivel

During 2005, the Company entered into a new rearstg agreement with Pruco
Reinsurance, Ltd (“Pruco Re”) as part of its riskmagement and capital management
strategies for annuities. This agreement becansztefé October 3, 2005 and provided for
100% reinsurance of its Lifetime Five benefit featuAs of December 31, 2006, premium,
benefits and reserves ceded related to this trese $485,000, zero and $502,000,
respectively. Effective March 20, 2006, the Companiered into a coinsurance agreement
with Pruco Re providing for the 100% of the reiree of its Spousal Lifetime Five benefit
feature sold on its annuities. As of December 8062 premium, benefits and reserves ceded
related to this treaty were immaterial

Reinsurance ceded arrangements do not discourag€dmpany as the primary insurer.
Ceded balances would represent a liability of tlken@any in the event the reinsurers were
unable to meet their obligations to the Companyeunthe terms of the reinsurance
agreements. The likelihood of a material reinsueaiability reassumed by the Company is
considered to be remote.

There are no non-affiliated reinsurers that weraexvin excess of 10% or controlled, either
directly or indirectly, by the Company or by anyresentative, officer, trustee, or director of
the Company.

The examination team reviewed a sample of reingeragreements to determine the extent
of risk transfer. The agreements reviewed appdaradequately transfer risk.

ACCOUNTS AND RECORDS

Evaluation of Controlsin Information Systems

The Information Systems (“IS”) infrastructure foll af the Company is maintained by
Corporate Technology Management (“CTM”), and small® groups within the various
business units. CTM is responsible for maintainthg Company's overall technology
infrastructure utilized for data processing by bhsiness units within the Company, and for
overall information systems standards, while bussnenit Information Technology (“IT”) is
responsible for developing and maintaining thespextive business applications. CTM is
independent of the business units and its orgaaizaicludes two data centers.

The IS portion of the examination was performe@aaordance with the NAIC Handbook.
The review of IS controls included IS managemert arganizational controls; application
and operating system software change controlsesysind program development controls;
overall systems documentation; logical and physsealrity controls; contingency planning;
local and wide area networks, personal computacspaainframe controls.

We evaluated the control testing performed by tben@any's Risk Management function,
IAD, and PwC, and performed testing of end userpmaing and IS outsourcing controls.
As a result of the procedures performed, the ITnkration Team obtained reasonable
assurance that IT general controls and generalicapph controls were functioning as
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management intended and that an effective systeoordfols is in place and conducive to
the accuracy and reliability of financial inforn@ti processed and maintained by the
Company. There are no reportable items relateditoeview of IS controls.

Administr ative Offices

While the primary management and financial repgrietivities are conducted from the
Home Office in Newark, New Jersey, the Company ta@is several administrative offices,
including the following:

e Ft Washington (Dresher) PA: Individual Life Insurance and Annuity operations
including new business, and claims processing.

e Louisville, KY: A third-party vendor performs Individual Life dnrance Remittance
processing.

e Minneapoliss MN: Individual Life Insurance operations includingpnemission
processing.

e Rosdand, NJ: Information Systems area.

e Woodbridge, NJ: Treasury Operations, some Individual Annuity Giens.

13



FINANCIAL STATEMENTS

Net Admitted Assets as of December 31,
(000's)

Bonds

Preferred Stocks

Mortgage loans on real estate:
First liens

Cash & cash equivalents

Short-term investments

Contract Loans

Other invested assets

Receivables for securities

Subtotal cash and invested assets

Investment income due and accrued
Premiums and considerations:

Uncollected premiums and agents' balances indbese of collection
Deferred premiums and agents' balances andlmstais booked but

deferred and not yet due
Reinsurance:

Amounts recoverable from reinsurers

Other amounts receivable under reinsurance amstra
Net deferred tax asset
Guaranty funds receivable or on deposit
Receivable from parent, subsidiaries and affiliates
Aggregate write-ins for invested assets
From Separate Accounts Statement

Total Net Admitted Assets
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2006 2001

$ 884,634 $ 478311

4,362 678
49,081 -
50,193 87,228

8,491 -

160,614 158,754

10,138 714
6,628 -

1,174,141 725,685

13,568 10,399

(5,259) -

- 419
08,4 855
3,183 -
5,483 2,681
74 97
10,309 25,411
120 535

2,658,932,633727

$ 3,865,953  $ 2,399,809




FINANCIAL STATEMENTS (Continued)

Liabilities as of December 31,
(000's)

Aggregate reserve for life contracts
Liability for deposit-type contracts
Contract claims:
Life
Premium and annuity considerations received in ackva
Commissions to agents due or accrued
General expenses due or accrued
Transfer to Separate Account due or accrued (net)
Taxes, licenses and fees due or accrued
Current federal income taxes due or accrued inctudi
realized gains/(loss)
Amounts withheld or retained by company as agetusiee
Remittances and items not allocated
Borrowed money and interest thereon
Miscellaneous Liabilities:
Asset valuation reserve
Interest maintenance reserve
Reinsurance in unauthorized companies
Payable to parent, subsidiaries and affiliates
Payable for securities
Aggregate write-ins for liabilities
Cash collateral held for loaned securities
Securities sold under agreement to repurchase
Other liabilities
From Separate Accounts Statement

Total Liabilities
Capital and Sur plus as of December 31,
Common capital stock

Gross paid in and contributed surplus
Unassigned funds (surplus)

Total Capital and Surplus

Total Liabilities, Capital, and Surplus

15

2006 2001

$ 952,885 576,019

4660 7,669
3,774 16,770
714 170
150 56
6,684 3,488
(35,602) (12,778)
356 592
13,014 -
864 8
1,20 2,322
5,35 -
10,927 3,713
- 2,837
- 1,446
3,240 87
48 -
28,212 -
4,005 -
453 54,826

2,656,4681,631,113

$ 3,728,773 $ 2,288,338

$ 2,000 $ 2,000
18%,5 105,579
(10,373) 3,893

137,180 111,471

$ 3,865,953 $ 2,399,809




FINANCIAL STATEMENTS (Continued)

Summary of Operationsfor theYear Ended December 31,
(000’s)

Premium and annuity considerations for life anddertt and health contracts
Net investment income
Amortization of interest maintenance reserve
Separate Accounts net gain from operations exaudimealized gains or los:
Commission and expense allowance on reinsuranaziced
Miscellaneous Income:

Income from fees associated with investment mament, administration,

and contract guarantees from
Aggregate write-ins for miscellaneous income

Total Income

Death benefits

Annuity Benefit:

Disability benefits and benefits under A&H contsact

Surrender benefits and other fund withdrawals

Interest and adjustments on contract or deposé-tgmtract funds
Payments on supplementary contracts with life cgetncie
Increase in aggregate reserves for life and A&Hrembs

2006 2001

$ 282,078 143,43:
63,017 56,85¢

(3,562) 7
78¢ (474)
31,652 -
63,02¢ 32,72
9,713 2!

446,716 232,639

31,098 25,04«

94¢ 11,45!
3,437 3,10
159,932 109,39.
2,089 97

52 4

29,271 40,61¢

Total Benefits

Commissions on premium, annuity considerationsdembsit-type contrac
General insurance expenses

Insurance taxes, licenses and fees

Increase in loading on deferred and uncollectethpras

Miscellaneous expen

Net transfers to or (from) Separate Accounts

226,825 190,634

26,901 8,97
63,611 37,59°
3,969 1,68
(1,264) 6¢

- 2
119,608 2,29

Total Benefitsand Expenses

Net gain from operations before dividends to pdimgers and federal income taxes
Dividends to policyholde

439,650 241,284

7,066 (8,645)

Net gain from operations after dividends to polmgers and before
federal income taxes
Federal income taxes

7,066 (8,645)
5324  (4,298)

Net gain from operations after dividends to polmgers and Federal incol
and before realized capital gains or (losses)
Net realized capital gains (losses) less capitalsgax and transfers to the IMR

1,742 (4,347)
(329) (7,727)

Net Income

1,413 $ (12,074)
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FINANCIAL STATEMENTS (Continued)

Changesin Capital and Surplusfor the 2006 2005 2004
year ended December 31,

2003

2002 2001

(000's)

Capital and surplus, December 31,

PreviousY ear $ 141,79¢ $147.61¢

$ 89531 $

63,79:

11147. $ 29431

Net income (los: 1,413 (592) 57,029
Change in net unrealized gains or (losses)

53¢ (177 88¢
Change in net deferred income 7,34¢ 9,29¢ (25,131
Change in non-admitted assets and related
items
Change in liability for reinsurance in
unauthorized compani 1 (h)] 175
Change in reserve on account of change in
valuation basis:
(increase) or decree 3t 5¢ 10¢
Change in asset valuation rest (1,736 (2,673
Surplus (contributed to) withdrawn from
Separate Accour 43
Other changes in surplus in Separate
Accounts Stateme (437
Change in surplus not
Cumulative effect of changes in accounting
principles
Capital change - - -
Surplus adjustme
Dividends to stockholde
Aggregate write-ins for gains and losses in
surplus - 152 (44)

(12,218 (11,150 27,171

1,96¢ 16¢

(1,966 (169

(60,168)

42
13,067

(9,79¢
(2,248)
46,55
(1,98€
1,10¢

(1,10¢

40,00(

(109)

(45,018) (12,074)

(1,804 111
16,60: 72¢

(20,322 (10,558
206 (1,194)

6 5,717

2,59: 3,19¢

(174 48¢

17: (489)

17,23:

(19,447
(166,556

Net change in capital and surplus for the

yeal (4,618) (5,820)

25,738

(47,678) (182,842)

Capital and surplus, December 31,

Current Year $ 137,180

$141,798 $ 147,618

$ 89,53%

63,793 $ 111,47
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NOTESTO THE FINANCIAL STATEMENTS

Per mitted/Prescribed Practices

The following practices, while permitted or prebed by the NJDOBI, are not in
accordance with the NAIC Accounting Practices arat@dures Manual.

a. On December 21, 2001, the Company received appfiamralthe NJDOBI to report
overnight loans from PFl as admitted assets orbtdwks of the Company. The
intercompany cash management arrangement, Enterpigsiidity Account, was
created to enable the Company, as well as othemanse and non-insurance
affiliates of PFI, to advance and receive fundsroight to/from PFI. If an
intercompany advance from PFI is outstanding owertgr end or at year-end, the
advance is classified as an intercompany cash alguivin “Cash and short-term
investments.” This accounting treatment differsnirthat prescribed by the NAIC
Accounting Practices and Procedures Manual. Thaseno activity in this account
for the Company during the examination period.

Adoption of New Statutory Accounting Principles

a. On January 1, 2003 the company adopted Statemer@taifitory Accounting
Principal No. 86,Accounting for Derivative Instruments and Hedgihgcome
Generation and Replication (Synthetic Asset) Tratisas (“SSAP No. 86”). The
Company elected to apply SSAP No. 86 to all deieatto which it was a party to
as of January 1, 2003. Prior to SSAP No. 86, tlamgés in fair value of derivatives
were recorded in “Net realized capital gains osésS. Effective with SSAP No.
86, these changes were recorded in “Change in netalized capital gains
(losses)”.

b. On January 1, 2005 the company adopted Statemer@taititory Accounting
Principal No. 88,Investments in Subsidiary, Controlled and Affiltht¢SCA”)
Entities (“SSAP No. 88"). Effective with SSAP No. 88, all ofie Company’'s
noninsurance SCAs that are classified as “Commookst or “Other invested
assets” are recorded based on the audited U.S. G&IRy of the investee. The
change in U.S. GAAP equity is included in “Changenet unrealized capital gains
(losses). There was no impact on the company

Reservefor Life Contract and Depost-Type Contracts

Reserves were reviewed for compliance with standahdation laws, applicable NAIC

Actuarial Guidelines and Model Regulations. Resetwend analyses were also
performed and generally produced reasonable resdilémal substantive reserve testing
was performed for this examination as a direct ltesfuthe examiners’ conclusions that
strong internal controls were in place and opegatiffiectively.

For the year ended December 31, 2006, the resataades appear fairly stated and are
calculated using valuation parameters which appedre free of any error that would
materially affect reserve calculations.



SUBSEQUENT EVENTS

The subsequent events period considered for theniegdon was December 31, 2006
through the date of the examination report incoateat herein and there were no subsequent
events noted.

SUMMARY OF EXAMINATION RECOMMENDATIONS

The full scope coordinated multi-state risk focusedmination of the Prudential yielded no
reportable recommendations.
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CONCLUSION

The undersigned hereby certify that an examinahas been made of theruco Life
Insurance Company of New Jersey and the foregoing report is true to the best of our
knowledge and belief.

Respectfully submitted,

IS/
Craig A. Moore, CFE
Examiner-In-Charge
Representing the State of New Jersey

Under the Supervision of

IS/
Kenneth O’Connor, CFE
Reviewer
Representing the State of New Jersey

State of New Jersey
County of Mercer

Subscribed and sworn to before me, Catherine Makijpon this 26th day of February, 2008.

IS/
Notary Public of New Jersey

My commission expires: January 21, 2013
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